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BELGIAN KEY ECONOMIC INDICATORS 


/ 
Values in US $ million™and end-of-year unless otherwise indicated. 


2/ y 
Item 1975 1976 % Change 1977 (est.) 
1976/1975 
DOMESTIC PRODUCTION & EMPLOYMENT 
GNP at current prices 60,104 67,021 12,3 74,124 
GNP at constant 1970 prices 39,979 40,907 2.3 41,930 
Per capita GNP at current prices 
(in $) 6,200 6,857 10.6 7,500 
Plant & equipment investment 
at current prices 7,461 7,041 (-)5.7 6,700 
Indices: (1970=100) 3/ 

Industrial production 107.0 113.4 6.0 117 
Average industrial wage 216 240 11.1 270 
Labor force (thousand workers) 4,003 4,031 4 4,050 2. 

Average unemployment rate 
(% of insured workers) 8.7 9.8 10 


MONEY AND PRICES 

Money Supply (Ml, 12/31) 17,699 19,225 

Public Debt 23,670 27,427 

National Bank Discount Rate 
(% 12/31) 6.0 9.0 6.0 

Indices: 
Wholesale price (1970=100, 137.3 147.1 155 

12/31) 4/ 
Retail sales (1971=100,12/31) 150.0 117.8 4/ 125— 
(161.4) 
BALANCE OF PAYMENTS/TRADE 

Gold & For'gn Exchange Reserves 5,797 5,206 (-)11.2 5,747 7/ 

Balance of Payments (current acct) 916 -459 - 125 

Balance of trade 5/ (-)2,012 (-)2,557 ~ (-)1,650 

Total exports, FOB, of which: 28,735 32,766 14.0 36,000 
Exports to US 1,175 1,167 (-)0.07 1,460 
Exports to Common Market 20,280 24,150 19.1 25,700 

Total imports, CIF, of which: 30,747 35,323 14.9 37,650 
Imports from US 1,949 2,165 13.2 2,370 
Imports from Common Market 20,674 23,853 15.4 25,000 


Main Imports from US (1976): agricultural products-425.5 (of which grains-251.5); 
machinery & equipment-350.8; chemicals-261.5; minerals-234.8; transport equipment- 
122.4; textiles-120.2; metals-96.7; diamonds-115.4; plastics-95.9. 


1/ Domestic series (e.g., income, production,money supply, debt) are converted at 
constant 1976 exchange rates of US $1-BF 38.60. External series (e.g., balance of pay- 
ments/trade) are converted at US $1=BF 36.78 (1975), and 36.298 (1977 est.). Note that 
1976/75 percentage change column in the external series thus includes exchange rate 
fluctuations. 1977estimated rate calculated from the average monthly exchange rates for 
the first seven months of 1977 as reported in IMF Financial Statistics (9/77); 

2/ December spot or cumulative figures unless otherwise noted; 3/ Twelve-month average; 
4/ New price index introduced June 1976 with base of July 1, 1974-June 30, 1975. Con- 
vert to previous index via conversion factor of 1.37. Percentage change 1976/1975 refers 
to new index; 5/ Customs, not payments figures; 6/ Embassy estimate; 7/ Actual figures 
through July 1977 from IMF Financial Statistics. = 





SUMMARY 


Belgium has been no exception to the general attitude of gloom 
which has prevailed in EC countries since the end of the summer 
holidays. All observers are agreed that the economy has entered 
a period of stagnation and none see much prospect for improvement 
in the coming months. However, despite the pessimistic outlook 
for the economy in general, prospects for U.S. exporters are good 


in a variety of fields. 
Industrial production is stagnant and private investment continues 


dormant, with little prospect for improvement until well into 1978. 
Business sentiment, as reflected in the National Bank's survey of 
expectations, is morose. Unemployment remains high, and will con- 
tinue to be a priority target of government policy in 1978. The 
steel and textile industries are seriously depressed. 


Reflecting these problems, gross national product for 1977 is ex- 
pected to grow by only 2.5 percent in real terms, well below the 
government's forecasts at the beginning of the year. 


On the brighter side, although inflation remains one of the govern- 
ment's main preoccupations, its rate of growth has decelerated in 
recent months, a factor which has been reflected, via Belgium's 
wage/price indexation system, in modest wage settlements. The BLEU * 
balance of payments performance is a second bright spot in a gener- 
ally somber picture, and is expected to swing from a $450 million 
current account deficit in 1976 to a small surplus in 1977. Gold 


and foreign exchange reserves have been growing and the Belgian franc 
remains one of the stronger currencies in Europe. 


Exports by the BLEU to the US increased substantially during the first 
half of the year, a consequence of the strong US economic performance, 
reversing the trend of recent years which saw the US share of 
Belgium's exports decline. US exports to the BLEU are expected to 

be up by nine to ten percent. 


Sales prospects in Belgium for US exporters should continue to be 
bright, for a variety of reasons-e.g., lower inflation rates and 
competitive unit labor costs in the US, as well as the deprecia- 
tion of the dollar vis-a-vis the franc, down almost 6 percent since 
January 1977. Particular opportunities for US sales exist in build- 
ing and construction equipment, and in high-technology goods in the 
chemical industry and laboratory equipment fields, in metalworking 
and finishing equipment, pollution control equipment, food process- 
ing and packaging, commercial and industrial security equipment, 
some types of sporting goods, and some consumer goods. 


*BLEU - Belgian - Luxembourg Economic Union 





CURRENT ECONOMIC SITUATION AND TRENDS 


Production, Investment and Consumption 


According to the Ministry of Economic Affairs, industrial production 
has been slowing down since October 1976. By comparison to the 
previous quarter, industrial production in the first quarter of 1977 
declined by 1.1 percent while the second quarter showed little 
improvement, with only a 0.3 percent increase. By comparison to 

the first three months of 1976, however, industrial production was 
up 2.8 percent, although recent analyses indicate that there has 
been a definite further downturn since the first quarter of 1977. 
The slump has chilled business confidence; the National Bank's 
monthly survey of businessmen's outlook for future activity has 
dropped steadily since last June. 


Breaking down the overall figures, for the first two quarters of 
1977, only consumer non-durable output showed any improvement (up 
4.5 percent) in the second quarter compared to the first quarter. 
Consumer durable production was off 4.4 percent during the same 
period while capital goods and primary and semi-finished output re- 
mained at virtually the same levels as the first quarter. 


Sectoral differences have been considerable. The important metal- 
working sector showed slightly improved performance during the sec- 
ond quarter, a 15 percent increase in the output of transportation 
equipment offsetting stagnant production or declines in other sub- 
sectors. Auto registrations were up 5.2 percent in the first eight 
months of 1977, with a strong increase in the first quarter partially 
offset by a noticeable decline in the summer months. The construc- 
tion industry, particularly residential construction and public works 
(except for road construction) are either at or near their lowest 
levels in recent years. (Residential building permits in June 1977 
were almost 23 percent below their June 1976 level.) Both the steel 
and textile industries have been particularly hard hit by the prob- 
lems that have affected both industries throughout Europe and the 
United States (e.g., heavy imports from low-cost or technologically 
advanced producers, outmoded plant, lagging industrial recovery in 
the developed countries). 


As was the case in 1975 and 1976, private industrial investment re- 
mains stagnant, and no improvement is expected by local observers 
for the remainder of 1977 and well into 1978. Overall, industrial 





investment through the first seven months of 1977 is five percent 
below the level recorded in 1976, a period which saw investment. 
eight percent below levels recorded in the first seven months of 
1975. The decline would be even more marked if the foregoing 
figures were calculated at constant prices rather than at current 
prices. The decline in investment rates in 1977 has been 
particularly important in chemicals (-24.6 percent), metallurgy 
(-45 percent), and paper and printing (-18.5 percent). Apart from 
the generally pessimistic outlook prevalent in Belgium as well as 
in Europe, an important reason for the apparent reluctance to in- 
vest lies in the low capacity utilization rates of Belgian indus- 
try. Here, too, the trend is not encouraging. Latest figures of 
the National Bank of Belgium show a decline in capacity utilization 
rates from 74 percent in May to 71.5 percent in July 1977. 


As private investment lags or stagnates, public investment plays 

an increasingly important role in sustaining the economy. Govern- 
ment investment expenditures in the 1978 budget exercise covering 
the year beginning January 1, have been set at 200 billion BF, an 
increase of 20 percent over planned 1977 government investment out- 
lays of 165.9 billion BF. Special emphasis will be placed on in- 
vestment designed to create jobs in labor-intensive sectors which 
can be launched with minimal delay. 


To stimulate private investment, the 1978 budget proposes tax re- 

lief measures (i.e., accelerated depreciation and amortization). 

In addition, the VAT tax of five percent on capital goods will be 

eliminated on so-called “labor-creating" investments. (This is a 

tax that businessmen have long sought to have eliminated completely.) 

These two measures are projected to cost the government 8.4 billion BF 

in foregone tax revenues. All in all, however, the over 40 billion 

BF increase in public investment outlays and tax relief is largely counter- 
balanced by increased direct and indirect tax levies on consumers and 

cannot be regarded as providing much new stimulation of the economy. 


Private consumption continues to grow at an annual average pace of 
between three to four percent per year. Although, as noted above, 

the production of consumer durables appears to have slackened, 
government figures through July (the latest available) show purchases 
of consumer durables to be (relatively) the strongest performer in 

the private consumption sector, with a June 1977/June 1976 growth of 
seven percent in furniture outlays and a 6.2 percent increase in pur- 
chases of other household durables (both figures adjusted for price 
increases). As mentioned in the previous Trends report, present 





growth of consumer expenditures--still expected to be in the range of 
the growth of real wages, namely about three percent annually--is 
insufficient to maintain momentum in an economy such as Belgium's 
where foreign trade accounts for over 45 percent of GNP. 


GNP estimates for 1977 have been scaled down progressively as the 
year wears on. Originally estimated by the government to be on the 
high side of 3.5 percent in real terms, most observers now believe 
that the real 1977 rate of growth is more likely to be closer to 

2.5 percent. Estimates for GNP growth over the previous three years 
are 1974--4.2 percent, 1975--minus 1.9 percent, and 1976--2.3 percent. 
(Recent Government recalculations, however, point to a major up- 
wards revision of 1976 GNP, possibly into the range of 3.5 to 4.5 
percent.) Initial government estimates of 1978 GNP growth, prepared 
during the early summer of 1977 for the 1978 budget exercise, fore- 
cast a three percent rate of growth in real terms during 1978, in 
addition to an 8.3 percent increase attributable to price increases. 
Economic activity since then points to possibly lower growth, how- 
ever, in both real GNP and in prices. 


Inflation Trends and Unemployment 


One of the bright spots of recent Belgian economic performance has 
been the deceleration of the increase in prices, although the level 
of inflation still remains one of the government's major preoccupa- 
tions. Overall, the rate of inflation for 1977 is expected to be in 
the six to seven percent range, a significant improvement over the 
double digit inflation registered in 1974 and 1975 and the nine 
percent rate registered in 1976. Quarterly rates of consumer prices 
show this deceleration clearly. 


Consumer Price Trends (growth in percent, on annual basis, compared 
to preceding period) -- 


1976 


lst Quarter 
2nd Quarter 
3rd Quarter 
4th Quarter 


1977 
lst Quarter 


2nd Quarter 
3rd Quarter 





A variety of cross-currents in price trends have assisted the 
government's efforts to control prices. International commodity 
price trends, very important for a country as dependent as Belgium 
is on imports, also appear to have helped. Non-ferrous metal 
prices--with some exceptions--are down, cotton and coffee are less 
expensive (although cocoa prices are rising), steel prices are 
down, and domestic agricultural prices have been relatively stable. 
Hikes in prices for services have been responsible for much of the 
overall price increase. September increases in such consumer 
items as bread, meat, clothing, transit fares, education and medi- 
cal care have not yet worked their way completely through the 
system. Recent increases in direct and indirect taxes (the latter 
included in the consumer price-index )--alignment of inter- 
mediate VAT rates, increased withholding taxes, stiffer inheri- 
tance taxes, increased taxes on cigarettes--and early collection of 
communal taxes scheduled for January 1978, will boost prices to 
some extent as well as reduce consumer disposable income. 


With wholesale and consumer prices slowing down, the slower pace 

of inflation should be reflected through the Belgian price index- 
ation system in continued modest wage settlements. According to 
the National Statistical Institute, industrial wage rates rose by 
2.8 percent between April and July 1977, following a 3.4 percent in- 
crease in the first quarter of 1977. Compared to July 1976, male 
industrial worker wages in July 1977 were up 11.8 percent, which-- 
on a very rough calculation--would give an increase in average real 
wages of about three to five percent. 


As the economy has stagnated, unemployment in Belgium--as 
elsewhere in the European Community--has continued to rise. 
Belgium now ranks second only to Ireland in the Community 
in its unemployment rate. Belgian figures show the total 
of fully unemployed at 292,794, which is 7.4 percent of the 
active population or 10.9 percent of all workers insured 
against joblessness. 


Unemployment among the young is a particularly acute problem. The 
latest figures for the Community show 83,831 unemployed youth in 
Belgium (32.4 percent of total unemployed), up substantially in ab- 
solute terms (but not as a percentage of unemployed) from the 1975 
level of 51,000. 





A recent opinion poll highlighted public apprehension of unemployment 
with fully 86 percent of those queried characterizing the present 
economic situation as either grave or very grave and thirty percent 
expressing a personal fear of unemployment. Both beliefs were 
markedly more pronounced in the economically depressed region of 
Wallonia (southern Belgium). Little improvement in the unemployment 
picture is expected during 1978. The government, however, is 
counting heavily on the Spitaels Plan (named after the Minister of 
Labor) to address this urgent problem. A keystone of the Spitaels 
Plan, as outlined in the 1978 budget, is the hypothesis of 220,000 un- 
employed by the end of 1978, a significant reduction in unemployment 
from present levels. To do this, the Spitaels Plan envisages 
budgetary outlays of 23.7 billion BF for a very ambitious variety of 
job retraining programs, early retirements, and public service em- 
ployment. 


Public Finance 


The original 1977 budget, which assumed a rough balance between ex- 
penditures and receipts, has been extensively modified during the 
course of the year and is now slated to be in deficit of at least 

60 billion BF. The two principal reasons for the change are, of 
course, greater social expenditures on for example, unemployment 
compensation than anticipated, and less revenue than expected because 
of the poor performance of the economy (as well as reduced inflation). 
Total receipts for the first eight months of 1977 amounted to 488.5 
billion BF, 13.8 percent more than that raised in the corresponding 
period of 1976, but 23.4 billion BF less than forecast. 


The 1978 budget--which, on past performance will almost certainly be 
revised to meet changing circumstances--proposes spending of 956.1 bil- 
lion BF and receipts of 932.2 billion BF; a 23.9 billion BF deficit. If 
projected 1978 GNP of three percent real growth and eight percent 

price increase on which the budget was constructed are not realized-- 

as may well be the case--there is a strong likelihood that the 1978 

budget deficit could approach or even exceed the anticipated 1977 

deficit. 


Balance of Payments 


The BLEU (Belgian/Luxembourg Economic Union) balance of payments 
performance is a second bright spot in a generally somber economic 
picture. Indications from various sources are that the BLEU balance 





of payment on current account will move from a $459 million deficit 
in 1976 to equilibrium or a small surplus in 1977. 


Provisional National Bank figures for the first six months of 1977 
show a current and capital account surplus of 8.3 billion BF com- 
pared to a deficit of 16.1 billion BF for the first half of 1976. 
The improvement is attributed by the National Bank largely to 
changes in the capital movements and in the errors and omissions 
accounts. On current account, the surplus was 1.3 billion BF, 
against a current account deficit of 2.6 billion BF in the first 
six months of 1976. On trade account (payments basis), imports 
totalled 570.8 billion BF, up 9.5 percent by comparison to the 
first six months of 1976, while exports reached a level of 530.5 
billion BF, an increase of 7.6 percent. The trade account deficit 
for the first six months of 40.3 billion BF was slightly larger 
than the first half 1976 deficit of 37.8 billion BF. 


Commenting on trade account results through July, the Ministry of 
Economic Affairs noted that the best export performers were the 
metals, minerals, metal-working and appliances sectors. On the im- 
port side, the Ministry noted unusual increases in food products 
and oils and greases. The EC continues to take the bulk of BLEU 
exports (71.7 percent through July 1977 compared to 74 percent for 
the first seven months of 1976), and provide the major share of 
imports (67.1 percent, down slightly from 68.3 percent in the first 
seven months of 1976). 


The US share of BLEU exports increased from 25 billion BF in the 
first seven months of 1976 to 32.1 billion BF in the corresponding 
period of 1977, an increase of 28.4 percent. The US now takes 4.1 
percent of Belgium's exports, up from 3.5 percent in the first seven 
months of 1976. US exports to the BLEU during the first seven months 
of 1977 amounted to 52.1 billion BF, up 9.5 percent from the corres- 
ponding period in 1976.° The US share of BLEU imports remains 
constant at slightly over six percent of total imports. 


External Situation 


The Belgian franc is still one of the harder currencies of Europe. 
A fundamental tenet of Belgian economic policy is maintenance of a 
strong currency through membership in the joint European currency 
floating arrangement or "snake" dominated by the West German mark. 
Foreign exchange reserves are up, and the National Bank has had to 





intervene only sporadically to defend the Belgian franc in fin- 
ancial markets so far in 1977, largely to take account of other 
currencies’ movements (e.g., in mid-March 1977 and at the end of 
August with the devaluation of the Danish kroner). The US dollar 
has slumped vis-a-vis the Belgian franc, and now stands (November 4, 
1977) at $1 US equals 35.175 BF, down 5.7 percent from this year's 
high (January 1977) of $1 US equals 37.3275 BF. 


Reflecting the strength of the Belgian franc as well as the mediocre 
investment climate, surplus liquidity has brought about a marked 
lowering in domestic interest rates. The National Bank's central 
discount rate is down to six percent from its December 1976 level 

of nine percent. Other short and medium-term money market rates 

are also down. 


Implications for the United States 


Belgium is a highly developed industrialized country with a greater 
impact on world trade than its physical size and population might 
suggest. It has long been an influence within the European Community 
and the OECD countries for a liberal world trading order, an 
improved system of international payments and practical steps to 

aid the economies of the developing countries. Its progress in re- 
gaining a durable growth path internally without inflation will thus 
have important implications for the future of general U.S.-Western 
Europe economic relations. On the basis of the limited statistics 
so far available for 1977, it appears that US exports to the BLEU 
will probably increase by between nine to ten percent over 1976 
levels. The US share of BLEU imports remained constant at 6.2 
percent during the first half of 1977 (compared to 6.1 percent for 
the first half of 1976). The traditional US exports to Belgium-- 
raw and semi-processed goods and some heavy and sophisticated mach- 
inery and electrical goods--should continue to maintain their share 
of the market and perhaps increase when the pace of market 

activity in Belgium quickens. 


Agricultural imports--cereals, oil seeds, and animal/vegetable oils-- 
during the first six months of 1977 are up approximately 50 percent 
over 1976 levels. Increased imports of animal feedstuffs are due, 

in large part, to the dry 1976 summer season which reduced forage 
supplies and consequently stimulated demand for protein feeds. 





Imports of US machinery--motors, pumps, compressors, power lawn- 
mowers, and engine and machine parts--have increased approximately 
15 percent. Imports of electrical machinery are up 20 percent. 
Plastic and rubber articles have shown only slight growth. Sport- 
ing equipment imports and in particular pinball machines, are up 
sharply. Diamond trade in both directions is expanding. Auto- 
motive and tractor sales are down, but aviation sales continue to 
show promise. In the depressed textiles sector, imports of US 
products have declined, except for a few specialized products, such 
as cotton sheets and towels. 


Belgian consumers continue to be highly conscious of quality and 
style and remain anxious to keep up with technological developments 
in the United States and elsewhere. There is a potentially sub- 
stantial market in high-technology environmental and pollution 
control equipment--the Government's budget for environmental pur- 
poses has expanded ten-fold since 1972 and now stands at 23 billion 
BF in both the 1977 and 1978 budgets. High-technology US medical 
equipment also has promise in Belgium, although with the completion 
and equipping of large new hospitals, sales--now important--should 
levei off and even decline somewhat. 


As noted previously, Belgian workers are among the most highly paid 
in Europe. Management is now looking closely at the U.S. experience 
in meeting high labor costs with greater automation and more labor- 
saving devices. Any equipment which is of advanced design, and 
which serves this purpose will encounter a favorable reception in 
the Belgian market place. 


Detailed reports on “best prospects" for US exporters in the Belgian 
market are available from the Department of Commerce. 


Belgium continues as a hospitable and advantageous location for US 
overseas investment. Although there has been a good deal of discussion 
about foreign firms--and particularly US companies--disinvesting in 
Belgium as a consequence, inter alia, of high labor costs, 
available figures indicate that while there has been some minor dis- 
investment in 1975 and 1976, both the overall effect and the US role 
has been very small. The attitude of American investors toward 
future investment in Belgium, however, has been a concern to Belgian 
authorities, particularly following publication of a pessimistic re- 
port prepared by the American Chamber of Commerce in Belgium 
criticizing the local investment climate. Such local factors and, 





above all, the general stagnancy of economic activity throughout 
Europe have resulted in a sharp slow-down of US direct investment 
in Belgium which amounted to only BF 1.8 billion in 1976. 


The US economy continues to attract Belgian investment. The most 
highly publicized investment by a Belgian company in the US this 

year took place in the early fall when Fabrique Nationale bought 
control of the Browning Arms Company, a deal amounting to $20 million. 
Although it may not have received as much publicity as the FN-Brown- 
ing deal, the opening in October by Kredietbank--one of the three 
largest Belgian banks--of a full-service branch in New York is a 
harbinger of increased Belgian interest in direct investment in the 
US. 
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